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Highlights 


Sales and Operating Revenues 


Net Income After Taxes . 


Per Share of Common Stock . - 
(Based on average number of shares 
outstanding) 


Cash Dividends Paid: 
Preferred Stock . 
Common Stock 

Per Share — at rate of . 


Stock Dividend Paid on Common . 

Net Working Capital . 

Current Ratio 

Net Fixed Assets . 

Stockholders’ Equity per Common Share 

Number of Common Shares Outstanding 
(Including 22,045 shares in 1963 and 64,- 

057 shares in 1962 held by the Company) 


Number of Common Stockholders 


Number of Employees 


FOR THE YEARS 
ENDED DECEMBER 31 


1963 


$596,789,885 


$ 28,503,479 
$ 2.38 


$ 928,664 
$ 11,278,142 
$ 0.974% 


2% 
$143,876,265 
2.0 tol 
$304,488,122 
$ 26.15 
11,812,923 


31,735 
44,800 


1962* 


$591,532,077 
$ 22,617,357 


$ 1.97 
$ 928,664 
$ 9,260,852 
$ 0.86 
2% 
$135,139,237+ 
2.2 to lt 
$279,440,241+ 
$ 25.39 
11,176,427 
30,919 
45,900 


*1962 adjusted to reflect companies acquired in 1963 as poolings of interests and 


2% stock dividend paid in 1963. 


+Adjusted to exclude Cosden Petroleum Corporation, assets of which were sold as 


at January 1, 1963. 


EARNINGS PER SHARE 


5860616263 


To the Stockholders: 


It is a pleasure to report to stockholders that 1963 was another year of 
progress for W. R. Grace & Co. 

Both net income and sales were higher than in any previous year. Con- 
solidated net income after taxes amounted to $28,503,000 compared with 
$22,617,000 in 1962, an increase of 26%. Earnings of $2.38 per common share 
were 21% above the $1.97 reported the year before. 

Profits reported for 1963 include $1,388,000 or 12 cents per share resulting 
from the revised treatment of the investment credit provided by the Revenue 
Act of 1964, of which $550,000 or 5 cents relates to 1962. The new law will, 
as long as it remains in force, increase the value of the investment credit to 
business. However, if this item were eliminated in its entirety from 1963 
results for purposes of comparison, earnings would have been $27,115,000 
or $2.26 per common share, 20% and 15% respectively above 1962. 

As explained in Note 6 to the Financial Statements, 1963 results do not 
reflect any saving which would result from the application of the lower 
income tax rates provided in the 1964 Act to that part of the provision 
for deferred taxes which results from the use of accelerated bases of 
depreciation for tax purposes. 

It is also worth noting that earnings reported for 1963 are after recording 
a loss of $1,074,000, or 9 cents per share, on the disposition of our interests 
in two textile companies in Chile. The elimination of these high working 
capital businesses greatly reduces the exposure to exchange losses which 
result from currency devaluation. In 1962, the Grace share of the exchange 
loss suffered by these companies was $1,725,000. 

Grace’s equity in the earnings of unconsolidated 50%-owned companies in 
excess of dividends received from those companies amounted to $1,812,000 
in 1963 versus $1,301,000 in the previous year, with the paper operation in 
Colombia accounting for the major part of the increase. 

Sales and operating revenues in 1963 of $596,790,000 were slightly above 
the $591,532,000 in 1962 despite the fact that the latter figure included $85 
million of sales of Cosden Petroleum Corporation which was sold as at 
January 1, 1963. 


Cash Flow (net profit, depreciation and provision for deferred taxes) 
increased to approximately $57,000,000, also higher than in any previous 
year. It amounted to $4.92 per share in 1963 compared to $4.87 in 1962. 

From time to time, it is desirable to review progress made over a longer 
period than one year. Net income during the five years from 1958 to 1963 
increased from $10,995,000 to $28,503,000 and earnings per share rose from 
$1.03 to $2.38. 

Growth in chemical sales and earnings has played a major part in the 
improvement in results during this five year period. Sales increased by 111% 
from $170,000,000 in 1958 to $359,000,000 in 1963, with an even greater 
percentage increase in earnings. 
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PETER GRACE 


In 1963, chemical earnings were up despite continuing intense competition 
in many parts of the industry. These earnings on a pre-tax basis (and before 
any allocation of corporate overhead and interest expense) amounted to 
$41,400,000 or 68% of the Company total. 

The year 1963 saw the first sales and contribution to profits from our 
petroleum investment in Libya in which we are partners with subsidiaries 
of Standard Oil Company (New Jersey) and Texas Gulf Producing Company. 

Earnings of the South American Group were significantly higher than in 
the previous year with increased profits from paper, food and sugar opera- 
tions accounting for much of the gain. Grace Line’s reported earnings were 
higher although operating profits were below the previous year. The contri- 
bution of Grace National Bank to consolidated earnings was less than in 1962. 

In Europe the position in the food processing industry established in 1962 
with the acquisition of C. J. Van Houten & Zoon, N.V., a leading Dutch 
chocolate company, was strengthened by the purchase of majority interests 
in two other chocolate companies. 

The 1962 Annual Report described the agreement between Cosden Petro- 
leum Corporation and American Petrofina, Inc. providing for the acquisition 
of the assets of Cosden by American Petrofina. This sale was made after an 
earlier plan for Grace to acquire the remaining 48% of Cosden was aban- 
doned because of failure to obtain a favorable tax ruling from the Internal 
Revenue Service. The sale was consummated in 1963 and $37,300,000 has 
been received to date by Grace for its interest in Cosden. While a small profit 
is expected from this transaction, none has been reflected in 1963 results. 

In the fall of 1963, the directors of W. R. Grace & Co. and DuBois 
Chemicals, Inc., Cincinnati, Ohio approved a contract to transfer the DuBois 
business to Grace in exchange for approximately 1,400,000 shares of common 
stock of Grace. DuBois stockholders in December, 1963 voted in favor of the 
transfer. At this writing certain DuBois stockholder suits have prevented 
the completion of this transaction. DuBois is engaged in the manufacture 
and distribution of chemical products primarily used for industrial cleaning. 

In June, 1963 the dividend on the Company’s common stock was raised by 
the directors to the annual rate of $1.00 per share, an increase of 10 cents. 
In January, 1964 a 2% stock dividend payable in March was declared. 

It is with deep regret that we report the death on December 25, 1963 of 
Chester F. Hockley, a director emeritus of the Company. Mr. Hockley had 
served the Davison Chemical Corporation and W. R. Grace & Co. for 30 years. 
He was president or chairman of Davison for 28 years during which period 
that company showed outstanding growth in sales and earnings. His friendly 
interest and wise counsel will be missed. 

With the economic outlook favorable both in the United States and in most 
other parts of the world, we look forward to continued progress for the 
Company in 1964. 


Respectfully submitted, 


Pefe. Gaee 


PRESIDENT 
March 12, 1964 
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— UNITED STATES OPERATIONS 


Sales and earnings of W. R. Grace & Co.’s Chemical 
Group continued their growth in 1963, strengthening 
the Company’s position in this United States-based 
business as well as in overseas markets. This repre- 
sents further progress toward the goals set when 
the decision was made to enter the chemical field, 
and reflects the heavy capital investments of the 
past decade. 

The year was a good one for chemicals. The im- 
proved level of over-all economic activity created a 
strong demand for the many tailored chemical spe- 
cialties which the Company supplies to its industrial 
customers; usage of agricultural chemicals contin- 
ued to grow with all countries seeking to make 
farming more efficient; and demand for packaging 
materials also continued its upward trend. For the 
great majority of products, the Company’s manufac- 
turing facilities operated at high levels in relation 
to capacity. 

The highlights of the year 1963 for the chemical 
divisions and for the Company’s other domestic 
activities, Grace Line, Panagra, and Grace National 
Bank follow. 


Artist’s drawing of Zono- 
lite’s open pit vermiculite 
mine near Libby, Montana. 


The triple superphosphate (left) 
and sulfuric acid units at the Davi- 
son Chemical Division plant, Bar- 
tow, Florida. 


Grace chemical products are used in virtually 
every industry in the United States. All are selected 
by customers on the basis of their superior technical 
performance and reliable quality. They may be key 
components, as are container sealing compounds. 
As petroleum catalysts they may be a major deter- 
minant of product quality and cost, and in the case 


of the new nuclear fuels reprocessing facility, Grace 


furnishes an essential service to utility companies. 

For example, the Davison Chemical Division has 
been engaged since 1957 in the manufacture of 
certain nuclear fuels for atomic reactors at a plant 
at Erwin, Tennessee. This has been a profitable busi- 
ness. In 1962, as part of a program to expand our 
participation in the atomic energy field, a new sub- 
sidiary, Nuclear Fuel Services, Inc., was formed in 
which W. R. Grace & Co. has an 80% interest and 
American Machine & Foundry Company the balance. 


In June, 1963 ground was broken near Buffalo, 
N. Y., for what will be the world’s first privately- 
owned nuclear fuels reprocessing plant. This $28 
million facility is being built on a 3300 acre site 
leased from the New York State Atomic Research 
and Development Authority. This plant will take 
spent fuels from nuclear power plants and process 
them for the recovery of uranium and plutonium, 
since less than 10% of these valuable fuel elements 
are consumed in the reactor before reprocessing is 
required. Nuclear Fuel Services, Inc. has contracts 
with five major utility companies for reprocessing 
of fuels from their existing power reactors. The 
facility will also be available for reprocessing fuels 
from the eight other nuclear power plants now under 
construction or on the drawing board. The Atomic 
Energy Commission has awarded the Company a 
five year contract for the reprocessing of a substan- 
tial amount of its stockpile of spent materials. 

Hatco Chemical Division is one of the leading 
producers of phthalic anhydride with two modern 
plants built since 1960. This material is used as a 
component of paints and protective coatings, of rein- 
forced plastics for boats and automobile bodies, and 
of plasticizers for coated fabrics, artificial leathers 
and transparent films. The demand for phthalic 
anhydride has been growing rapidly and with the 
supply-demand relationship coming into balance the 
profit outlook is favorable. 

During 1963, Hatco modernized its 5 million 
pound sebacic acid plant. With improved quality, 
sebacic acid is being used in the manufacture of 
Nylon 610 and related polyamides, in synthetic lubri- 
cants and greases, and in plasticizers. 


For many years the Dewey and Almy Chemical 
Division has been a supplier to the construction 
industry, manufacturing grinding aids for portland 
cement, air entraining agents for concrete and other 
similar products. 

In addition, the Zonolite Division is a leader in 
the mining and processing of vermiculite, an inor- 
ganic material used for insulating and fireproofing 
in building construction and as a lightweight aggre- 
gate in concrete and plaster. 


Sales to the construction industry are approaching 
$20 million annually. 

Silica gel, produced by Davison, is another inter- 
esting industrial product for which new uses are 
constantly being found. Six hundred tons of this 
material are in use in a U.S. Air Force supersonic 
wind tunnel. Air is passed through the silica gel 
which removes as much as 690 pounds of water per 
minute, almost 100% of the moisture, enabling flight 
conditions to be simulated for altitudes up to 
200,000 feet. 

Industrial and specialty products account for 
slightly more than 30% of total chemical sales and 
are a strong and growing segment of Grace’s total 
chemical business. 


Agricultural Chemicals 


Meeting the food requirements of the ever-expand- 
ing population is undoubtedly the world’s single 
most important economic problem today. With defi- 
nite limits on available arable land, chemical fertil- 
izers represent the only presently known solution to 
this problem. As a result, the production and sales 
of the three basic ingredients of these fertilizers, 
nitrogen, potash, and phosphate, have been increas- 
ing at a rate which makes this a growth industry. 

W. R. Grace & Co. is a basic producer of two of 
the three major plant foods, namely phosphate and 
nitrogen. Agricultural chemicals represent approxi- 
mately 30% of total chemical sales. The Davison 
Chemical Division mines phosphate rock in Florida, 
part of which it sells as such and part of which it 
upgrades into modern, highly concentrated fertilizer 
materials such as diammonium phosphate and triple 
superphosphate, 

The Nitrogen Products Division produces ammo- 
nia in the United States at Memphis, Tennessee 
and Big Spring, Texas. The output of these plants 
is distributed over broad areas in the Middle West- 
ern and Southwestern states. In addition, the divi- 
sion will inaugurate in March of 1964 a new 
ammonia plant with a capacity of 235,000 tons per 
year located in Trinidad, W.I. The output of this 
plant will move as a liquid in specially designed 


chartered refrigerated tankers to the United States 
and Europe. Terminals have been provided to 
receive the liquid ammonia at Wilmington, North 
Carolina and Tampa, Florida. Also at Wilmington is 
the recently completed plant of the majority-owned 
Carolina Nitrogen Corporation. This facility will 
convert the ammonia from Trinidad into various 
forms of solid and liquid fertilizers to be distributed 
in the agricultural areas of the Southeastern states. 

The trend toward supplying plant nutrients in 
more convenient and efficient forms has also resulted 
in the development of new types of fertilizer. Grace 
has introduced a unique line of fertilizers to be dis- 
tributed and applied in semi-liquid or slurry form. 
These slurries can be pumped and stored as liquids 


thus facilitating handling and transportation prob- 
lems and reducing costs. These fertilizers can be 
distributed more evenly and their effect is longer 
lasting than that of many of the conventional forms. 
Acceptance by farmers has been excellent and nine 
plants are under construction at strategic locations 
in the Corn Belt. 


Continuing innovation in packaging techniques 
and materials has been one of the outstanding char- 
acteristics of the marketing scene during the last 
decade. This innovation accompanied by rapid 
growth has provided opportunities for new mate- 
rials and methods developed in the Company’s 


The new “Darex 600” ma- 
chine for high speed appli- 
cation of bottle crown com- 
pounds of the Dewey and 
Almy Chemical Division. 


research laboratories. Five of the Company’s chemi- 
cal divisions are suppliers to this industry and 
packaging sales account for about 25% of the 
Chemical Group total. 

Probably no food product is more characteristi- 
cally American than ground beef. Almost 3 billion 
pounds are estimated to be sold each year. The 
Cryovac Division now offers to meat packers and 
supermarkets a packaging machine and a special 
shrinking film, which turns out one or two pound 
attractive packages of exact weight at speeds of up 
to 60 a minute. This package has been enthusias- 
tically received because of substantial cost savings 
and the ability it affords to promote the product on 
a brand name basis. Customers like the better flavor 
and keeping qualities of the beef and the ease with 
which the product can be stored and sliced. 


As in all of the Company’s chemical divisions, 
the Cryovac Division depends on research in its 
effort to develop new films. Irradiation from high 
voltage sources has already provided a number of 
such films. 

In 1963, a modified film based on an irradiated 
polyethylene was introduced. Its reception in the 
food industry was excellent. In the packaging of a 
high volume item such as food it is important that a 
film have the precise amount of stiffness and the 
heat seal characteristics which will permit its use on 
high speed automatic packaging machinery. In addi- 
tion, of course, it must have clarity and gloss, 
together with the proper moisture-vapor and gas 
transmission characteristics. The new film combines 
all of these characteristics. 

Sales of Dewey and Almy’s can sealing com- 
pounds continue to increase with the growth in can 
production. As in other lines, Dewey and Almy pro- 
vides its customers with the end product and with 
the equipment for its application. During the year 
a machine capable of applying compound to can 
ends at the speed of 800 a minute was introduced. 
It can be used for aluminum as well as steel cans. 

Dewey and Almy has been the pioneer in the 
replacement of cork liners in bottle crowns with a 


CHEMICAL 
PRE-TAX 
OPERATING EARNINGS 
Before general corporate overhead 
and interest but after depreciation. e 
IN MILLIONS OF DOLLARS 

35 
2B 


"34 ‘55 '56 '57 ‘58 ‘59 ‘60 ‘61 "62 '63 


NET FIXED ASSI 
IN CHEMICALS 


IN MILLIONS OF DOLLARS: 


"34 "55 ‘56 ‘57 ‘58 "59 60 ‘61 '62 ‘63 


flowed-in plastic material. Here again, improve- 
ments in application equipment and product have 
continued and there has been a steady increase in 
the percentage of bottle crowns using a plastic liner 
in lieu of cork. 


Plastics 


The Company’s Polymer Chemicals Division is 
one of the major United States producers of high 
density polyethylene resins. In 1963, pounds sold 
increased by one-third. Profits, however, showed no 
improvement because of continued weakness in 
industry price levels. The impact of lower prices 
was offset in part by continued improvement in 
manufacturing efficiency while the development of 
new and improved formulations enabled the Com- 
pany to maintain its record of selling more than 
its proportionate share of industry output. 

The Dawbarn Division is a leading producer of 
plastic monofilaments, manufacturing fibers and 
yarns for webbing for outdoor furniture, rope and 
cordage, carpet backing, and as a substitute for 
straw and similar materials for use in such items 
as women’s shoes and handbags. Dawbarn which 
operated at a profit has plants in Waynesboro, Vir- 
ginia and Brantford, Ontario. 


Research 


Research is conducted by each of the Company’s 
chemical divisions in its own product areas. In addi- 
tion, research of a more fundamental nature and 
the development of new items outside of existing 
product lines are performed by the Research Division 
at its Washington Research Center in Clarksville, 
Maryland. 

The research projects described briefly below are 
only a few typical examples of the accomplishments 
of this laboratory established in 1958. 

In the nuclear field, methods are being developed 
for shaping and coating fuel particles. Their use 
in nuclear fuel systems makes possible operation at 
much higher and more efficient temperatures as well 
as more complete and more economical fuel burn-up. 


In the catalyst field, research has continued on 
exhaust control devices designed to reduce the 
hydrocarbons and carbon monoxide emitted by 
automobile engines. The catalytic automotive smog 
control device for which W. R. Grace & Co. devel- 
oped the catalyst is the first to meet the California 
Motor Vehicle Pollution Control Board emission 
requirements. Final certification of the complete 
unit submitted jointly by Grace and Norris-Ther- 
mador Corporation is dependent upon the mechani- 
cal performance of the system during a 12-car 
12,000-mile accelerated test run. California law calls 
for certification of two devices before their use can 
be made mandatory. 

Major auto manufacturers have carried out pre- 
liminary familiarization work on the Grace-Norris- 
Thermador device. The system is easily adaptable 
to various makes and models of automobiles. Devices 
for use with diesel engines in trucks and buses are 
under test in several major cities. Preliminary 
results have been encouraging. 

In addition to research aimed at the solution of 
specific Company problems, the Research Division 
has entered into a number of research contracts 
with government agencies in fields in which Grace 
has particular competence. 

An example is an Air Force contract which 
resulted in the development of a new type of ther- 
mistor, a temperature-measuring device. This work 
has resulted in the development of a second ther- 
mistor which is being tested for use in microwave 
power measurements and for which a commercial 
demand is anticipated. 

Also under a government contract the Company 
has begun construction at Wrightsville Beach, 
North Carolina of a pilot plant to find methods for 
the removal of scale-forming elements from salt 
water that is converted to fresh water. Scale forma- 
tion has always been a major barrier to the economi- 
cal operation of conversion equipment. The experi- 
mental unit being built will be part of a facility to 
be operated under the jurisdiction of the U.S. Office 
of Saline Water, to evaluate several methods of sea 
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Main building (inset) and labora- 
tories, Washington Research 
Center, Clarksville, Maryland. 


Cryovac technician blending experi- 
mental resins at the division’s labo- 
ratories. 
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water conversion. 

Keeping pace with the development of high- 
speed and high-altitude jet aircraft engines, Hatco 
Chemical Division developed a new synthetic ester 
which is a major component in improved lubricants 
for power plants operating at extreme temperatures. 


Transportation 


Grace Line Inc. net profit for 1963 again showed 
improvement over the previous year. Operating 
earnings, however, were substantially below 1962 
but this drop was more than offset by the result of 
favorable agreement as to operating subsidies 
reached with the Maritime Administration, and by 
the tax credits related to the placing in service in 
1963 of three new ships of the Santa Magdalena 
class. 

Both cargo volume and revenues showed sizable 
gains from 1962, offset in part by a slight decrease 
in revenues from passenger operations caused pri- 
marily by unsettled conditions in the Caribbean 
area. Earnings, however, were adversely affected 
by the crippling longshoremen’s strike which ter- 
minated in January, 1963 but which disrupted op- 


Artist’s conception of nuclear 
fuels reprocessing plant being 
constructed for Nuclear Fuel 
Services, Inc. 


erations for a much longer period; by late delivery 
of the three Santa Magdalena class ships which 
required expensive rearrangement of schedules 
and the chartering of refrigerated ships in order 
to continue to give service to customers; and by 
the added costs resulting from opening a new ter- 
minal for freight and passengers at Port Newark, 
New Jersey. 

The acceptance by travel agents and the travel- 
ling public alike of the new Santa Magdalena class 
vessels as cruise ships has been excellent. The 
delivery of the fourth and final vessel—Santa 
Mercedes—in March, 1964 will complete the four 
ship fleet which will be the first serving the West 
Coast of South America, as far south as Callao, Peru, 
to offer passenger accommodations, and space for 
both refrigerated and containerized cargo. Forward 
booking agreements for 1964 and 1965 have been 
reached with banana shippers for all of the avail- 
able refrigerated space on these new ships. Ap- 
plications for such space were well in excess of 
capacity. 


Failure of the Maritime Subsidy Board to 
approve Grace Line’s application to serve Puerto 


A= 


Rico, combined with a substantially lower level of 
exports to Venezuela than had been forecast, 
forced the lay-up in November of the Line’s two 
containerships. An appeal requesting an early 
favorable decision has been made to the Secretary 
of Commerce who has agreed to review the appli- 
cation. 

Contracts were signed during 1963 and early 
1964 with the Sun Shipbuilding & Drydock Com- 
pany for the construction of six new freighters to 
serve the West Coast of South America. The modern 
operating and cargo handling equipment specified 
for these ships will make them as efficient as any 
cargo carrying vessel now in use or under design. 
Deliveries of these ships are scheduled to start late 
in 1965. 

The improvement in economic conditions in sev- 
eral of the South American countries served, which 
in turn increases their import capability, the fact 
that the new ships will be in service for the full year, 
and the expected benefits of the several cost reduc- 
tion programs being carried out, are all favorable 
factors in the 1964 outlook for Grace Line. 

Operations of Gulf & South American Steamship 
Co. Inc., jointly owned with Lykes Bros. Steamship 
Co., Inc., continued to be satisfactory in 1963. 


Pan American-Grace Airways, Inc., owned jointly 
by W. R. Grace & Co. and Pan American World Air- 
ways, Inc., reported consolidated pre-tax operating 
income, including its wholly owned subsidiary Jetair, 
of $1,998,000 compared with $2,334,000 the previous 


year. Consolidated after-tax net profit including capi- 
tal gains was $849,000 compared with $1,260,000 in 
1962, While operating revenues were below the pre- 
vious year, they showed improvement during the 
second half which has continued in 1964. 

In April of 1963, W. R. Grace & Co. and Pan 
American World Airways, Inc. announced that the 
Civil Aeronautics Board had been asked to approve 
the purchase by Pan American of Grace’s 50% 
interest in Panagra. Pan American would pay Grace 
$10,625,000 or, at Grace’s option, 391,300 shares of 
Pan American common stock. The Company feels 
that the agreement offers a prompt solution to the 
dual ownership of Panagra which has been the 
subject of litigation for many years and has been a 
time-consuming and difficult problem. The Civil 
Aeronautics Board has consolidated its considera- 
tion of this purchase agreement with the alleged 
unfair practice investigation referred to in previous 
annual reports and has not as yet scheduled a hearing 
in the matter. 


Finance 


Net operating earnings of the Grace National 
Bank of New York (80%-owned) in 1963 were 
$2,054,113 as compared with $2,209,761 in the pre- 
vious year. The Bank’s contribution to consolidated 
earnings decreased by $399,000 between the two 
years, reflecting the action taken by the Bank to 
increase its reserves to reflect the probable loss on a 
loan made against warehouse receipts for edible oil. 

A major cause of the reduced operating earnings 
was the higher level of interest rates paid on time 
and savings deposits. The continued low level of 
trading in the over-the-counter securities market 
also resulted in a substantial decrease in the com- 
missions of the Clearance Department. Most of the 
Bank’s other activities showed good progress and 
increased profits, reflecting continued customer sat- 
isfaction with the services of the Bank. 


One of Grace Line’s new passen- 
ger-cargo liners, the S.S. Santa 
Macpatena, loading at the Port 
Newark, New Jersey terminal. 


GRACE-INTERNATIONAL OPERATIONS 


Since 1950, the Company has been successful in 
building a strong United States-based chemical busi- 
ness. At the same time, management has acted on 
the belief that carefully related investments over- 
seas bring rewards both to the Company and to its 
stockholders. The major part of Grace’s industrial 
operations outside of the United States can be con- 
sidered as falling into four product categories: chem- 
icals, food, paper and petroleum. 

It has been possible to develop substantial over- 
seas markets for many of our domestic chemical 
lines. These markets are supplied both by exporting 
from this country and from manufacturing plants 
abroad. With many of the economies growing at a 
faster rate than that of the United States, the growth 
of these businesses has been excellent. This world- 
wide operation has an incremental effect on profits 
since much of the research, and both technical and 
commercial know-how acquired in the United States 
or abroad are applicable throughout the world. 

The Company has continued to build on the strong 
foundation it has in the West Coast countries of 
South America where its experience goes back over 
100 years to its founding in Peru in 1854. The South 
American Group which is responsible for all of the 
Grace businesses in these countries is working to- 
ward a greater concentration in three key industries: 
paper, food and chemicals. 

As set forth in last year’s report, the Company 
has also made an initial step to extend its partici- 
pation in the food industry to Europe. After exten- 
sive studies of this high volume industry, it seemed 


desirable to take advantage of the fundamental 
changes in marketing and consumption habits which 
are occurring in Europe as the result of the rapid 
improvement in standards of living. 

In addition, Grace is in partnership with Esso 
Sirte Inc., a subsidiary of Standard Oil Company 
(New Jersey), and Libyan American Oil Company, a 
subsidiary of Texas Gulf Producing Company, in 
three oil concessions in Libya, and with the latter 
company in two others. These operations made their 
first contribution to sales and profits in 1963. Higher 
profits are expected for 1964. 

Sales from Grace’s international units account for 
approximately one-third of total sales. 


Chemicals 


The Overseas Chemical Division of the Chemical 
Group experienced its most successful year in 1963. 
Both sales and profits increased substantially. All 
major product lines participated in the improve- 
ment and there is every reason to believe that this 
growth will continue in 1964. 

In almost all areas of the world, changes in food 
marketing practices have emphasized the impor- 
tance of efficient, attractive packaging and have 
greatly accelerated the demand for packaging ma- 
terials. Grace’s CRYOVAC films have benefited from 
this trend. Plants in Great Britain, France, Germany, 
Italy and Australia were expanded to meet grow- 
ing customer requirements. These overseas plants 
together with others located in New Zealand and 
South America supply films in a wide variety of 
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Coating fabric with plastic at the 
plant of Vulcan Material Plastico 
S. A., Rio de Janeiro, Brazil. 


Aerial view of the Urney Choco- 
late factory in Dublin, Ireland. 


forms and specifications, each tailored to the product 
to be packaged and to the requirements of the indi- 
vidual customer. Many of these special films are 
based on the irradiation of polyethylene using the 
special techniques developed by the Company’s 
Cryovac Division in the United States. 


Growth in packaging also is reflected in higher 
sales of container sealing compounds, a field in 
which Grace is a leading supplier throughout the 
world. More than 350 formulations of sealing com- 
pounds are manufactured by the Company. 

In 1963, ground was broken for a fertilizer plant 
at Bayonne, France to be owned and operated by a 
company in which Grace will have a majority inter- 
est. The balance of the stock is held by leading 
French industrial and financial companies. The 
plant will produce triple superphosphate and other 
modern fertilizer materials for sale in Southwestern 
France, an area in which the production of corn for 
animal feed has been growing rapidly. 


Eventually this facility will receive most of its 
principal raw material, phosphate rock, from mines 
in the Republic of Togo in which Grace has a 
minority interest. The Togo deposits are among the 
richest in the world. Production in 1963, the third 
year of operation, increased sharply with output 
fully sold in world markets. This company operated 
at a small profit in 1963, but with production and 
sales continuing to expand a higher level of profits 
seems assured. 


The polyisobutylene plant in Baglan Bay, Wales, 
adjoining a refinery of British Hydrocarbon Chemi- 
cals, Ltd., was completed and is now operating satis- 
factorily. This is the first plant of its kind in the 
United Kingdom. Polyisobutylene is an important 
ingredient of lubricating oil additives and of caulk- 
ing and sealing compounds. The outlook for this 
product is favorable. 

Chemical operations in the West Coast Countries 
of South America are managed by the South Ameri- 
can Group, which has been actively expanding these 
businesses. 
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In Colombia, the country’s only phthalic anhy- 
dride plant, which also produces a line of related 
plasticizers, began operation in 1963. Demand is cur- 
rently at a level which presages an early expansion 
of these facilities. Another subsidiary is now produc- 
ing phenolic molding powders in Colombia, sup- 
plementing its position as a leading supplier of 
formaldehyde in that country. 

In Peru, the plant at Paramonga which manu- 
factures caustic and chlorine is being expanded. 
Part of the output of this plant is used by the Com- 
pany’s adjoining paper plant with the balance being 
sold on the local market. 

It is currently planned to construct a plant in 
Peru for the production of polyvinyl chloride resins. 
There is a substantial market in this country for this 
plastic, all of which is currently being imported. 
Grace has in Peru both of the basic raw materials 
required, namely chlorine, and alcohol which can 
readily be obtained from sugar. This plant is ex- 
pected to go on stream late in 1965. 


Artist’s rendition of the new 
235,000 ton ammonia plant in 
Trinidad, W. I. inaugurated in 
March, 1964. 


az 


Food 


The South American Group is continuing to ex- 
pand its position in the food processing industry. 
Hucke, the biscuit, candy and chocolate company in 
Valparaiso, Chile, of which Grace acquired a ma- 
jority of the stock in 1962, operated at a profit. A 
program embracing both plant modernization and 
market development is well underway. 

In Colombia, increasing attention is being given 
to food canning. LaRosa, a wholly owned subsidiary 
located in Pereira, is already a leader in the biscuit, 
chocolate and candy field. It has country-wide distri- 
bution and excellent brand acceptance. To utilize the 
position more fully, canning facilities are being 
installed and a line of quality fruits, vegetables and 
preserves will be produced and marketed through 
LaRosa’s existing outlets. As one more part of this 
broad program, the Company purchased in 1963 the 
minority shares of a small canning company, Con- 
servas California, in which it had for some time 
owned 519% of the stock. 


The Company is acquiring early in 1964 a majority 
interest in Felipe Pozuelo e Hijos, Ltda., a biscuit 
and candy company in Costa Rica. This represents 
Grace’s first manufacturing investment in Central 
America and brings the Company into the fast- 
growing Central American common market. 

An important development of 1963 was the entry 
of the Company into the fishmeal industry through 
acquisition of a majority interest in an existing 
Company, Eperva, which has modern plants in 
Iquique and Arica, Chile. Peru and Chile are among 
the world’s most important sources of fishmeal, a 
product rich in protein which is used for poultry and 
hog feed. Exports of fishmeal from the two coun- 
tries have grown in the last five years from 118,500 


metric tons to an estimated 1,235,000 metric tons, 
a ten-fold increase. 

There is a critical world shortage of protein for 
human consumption and numerous private and 
public research facilities throughout the world are 
striving to find methods of producing a fish flour 
suitable for human diet. Success in this research 
would undoubtedly change the entire nature of this 
business. 

Results of Grace’s sugar operations in Peru im- 
proved in 1963. Higher selling prices in the U.S. 
and world markets were offset in part by increased 
wage rates and by required local sales at prices 
which while somewhat higher than in previous years 
are still among the lowest in the world. 


Analytical testing at the research 
laboratory in Milan, Italy, 
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The new polyisobutylene plant in 
Baglan Bay, South Wales. 


In last year’s annual report the purchase of a 
76% interest in the leading Dutch chocolate com- 
pany, Van Houten, was described. It was pointed 
out that this step was in effect an expansion of the 
Company’s existing position in foods in Latin 
America into the rapidly growing economies of 
Europe. Operations of Van Houten in 1963 were 
profitable despite the impact of higher cocoa and 
sugar prices. Steps are being taken to modernize 
production facilities and to improve marketing 
techniques and methods domestically and in export 
markets. 

To obtain a stronger position in this field, 
majority interests were obtained in 1963 in two 
other chocolate companies, Urney Chocolates, Ltd. 
located in Dublin, Ireland, the largest independent 
chocolate producer in that country, and Chocolaterie 
Modele, S.A. (known as “Martougin’”’) of Antwerp, 
Belgium. 

In addition to the position which Grace now has 
in this one segment of the food industry in Europe, 
the Company is continuing to study potential oppor- 
tunities in other product areas. 


Paper 


In 1963, the paper mill at Paramonga, Peru was 
again expanded. Its capacity is now 70,000 metric 
tons per year distributed over a wide range of prod- 
ucts from linerboard and heavy kraft papers to fine 
bonds and tissue papers. All of these papers are 
manufactured from pulps containing a high per- 
centage of bagasse, the waste material remaining 
after the grinding of sugar cane. W. R. Grace & Co. 
has pioneered the use of bagasse in paper, a devel- 
opment of great benefit to countries short of other 
sources of fiber for pulp and short of dollars to 
import this raw material. 

Grace’s paper operations in Peru convert paper 
and board into bags, boxes and cartons. Growth has 
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been particularly rapid in the production of multi- 
wall bags for packaging such products as fishmeal 
and fertilizers. With the addition of extrusion equip- 
ment in 1963, it is now possible to supply paper 
coated with polyethylene and other plastics, a con- 
siderable benefit in the packaging of many products. 

Productora de Papeles, S.A. in Cali, Colombia, the 
paper company in which Grace is a joint owner with 
International Paper interests, had a 
highly successful year. Sales growth in the third 
year of operation was well ahead of expectations, and 
earnings rose as well. This plant has a present 


Company 


capacity of 35,000 metric tons of white bond and 
printing papers and further expansion is scheduled 
to commence in 1964 with the installation of a third 
paper machine. 

In Ecuador, Grace has a one-third interest in a 
company manufacturing cartons, with International 
Paper Company and Ecuadorian interests owning 
the balance. There has been a revolutionary change 
in the method of shipping bananas which has re- 
sulted in a new and increased demand for boxes. 
Whereas until two or three years ago almost all 
bananas were shipped on the stems, today the 
amount being shipped as bunches or “hands” in 
boxes is close to 50%. As a result of this change, 
a new plant to manufacture such boxes is being 
built which will more than double the present capac- 
ity. Plans have already been made to build a paper 
plant which would use bagasse as a raw material and 
in which Grace would be associated with the same 


partners as in the carton company. 

The paper operations described above have bene- 
fited from improved standards of living and the 
related increase in paper consumption. There is 
every reason to believe that this rapid growth will 
continue in the future. 


Petroleum 


January of 1963 saw the first shipment of oil to 
world markets from the Libyan concessions in which 
Grace has an interest. Production of the Raguba 
Field from which this oil came averaged about 45,000 
barrels a day for the year with the rate at year-end 
in excess of 50,000 barrels a day. The production rate 
should be substantially higher in 1964. This oil flows 
through a spur pipeline which connects with the 
main pipeline from Esso’s Zelten Field to the port 
of Marsa el Brega. Under the arrangement with 


(left) Oil production facilities at 
the Raguba Field, Libya as seen 
by the artist. 


(below) Part of the chemical 
complex of Carboquimica S. A. 
in Bogota, Colombia. 


Esso Sirte Inc., Grace’s share of the oil is being 
purchased by that company. 

Two development wells were completed in the 
Raguba Field during 1963 and currently there are 
28 productive wells. In addition exploratory drilling 
was carried out during the year in several areas in 
the three concessions in which Grace has a 2442% 
interest. Libyan American Oil Company has a 2542% 
interest and Esso Sirte Inc. the remainder. Such 
drilling and geological studies would seem to indi- 
cate a good possibility of additional discoveries 
being made. 

Pilot water flooding studies mentioned in previous 
reports are continuing in the Mabruk Field. Suffi- 
cient data has not been compiled as yet to determine 
if commercial production of this field is feasible. 

At year-end 1963, in accordance with Libyan 
regulations, it was necessary to relinquish acreage 
in each of the concessions held. Currently, in the 
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(above) The fifth paper making machine 
at the Paramonga, Peru mill, installed in 1963. 


three concessions in which Grace has a 244% inter- 
est, the total acreage remaining is 2,217,000. There 
will be no further relinquishments from these 
concessions. 

In two other concessions where Grace and Libyan 
American Oil Company have undivided interests, 
the current acreage totals 1,778,000. In 1965, after 
final relinquishments, the amount remaining will be 
1,482,000 acres. 

In September, 1963, Texas Gulf Producing Com- 
pany announced an agreement to sell its assets. If 
necessary approvals are obtained, Sinclair Oil Corpo- 
ration would acquire the interest of Texas Gulf 
Producing in its Libyan concessions. In addition 
Grace would receive an estimated $11,250,000 for 
the 180,080 shares of Texas Gulf Producing com- 
mon stock which it owns. This would result in a 
profit after capital gains taxes of approximately 
$3,250,000. 


Statement of Consolidated Income _ w. R. GRACE & CO. and Subsidiary Companies 


1963 1962* 
REVENUES 
Sales and operating revenues . . . . . . 2» 2» 2 2 © » $596,789,885 $591,532,077 
Dividends :andvinterest: we.) a) eka a ee eee 8,470,249 2,993,552 
Net gain (loss) on disposition of properties andinvestments . . (783,487) 1,520,341 
599,476,647 596,045,970 
CosTs AND EXPENSES 
Costs and operating expenses—Note4......... 409,993,831 414,529,548 
Selling, general and administrative expenses . . . . ... 90,145,669 80,173,739 
Depreciation and: depletion. 7.3. < nogevcs ss ore) Oe 27,765,588 31,500,091 
Research and development expenses . . . . ... ss 12,006,283 11,613,201 
Interest QknOune. oi is) boc ci isete: sa aeeae ey ee Glens i eer ens 14,133,202 13,175,220 
U.S. and foreign taxes on income— Note6 ....... 14,332,104 18,784,007 
Unrealized foreign exchange losses . . . . «+ - + we 3,083,461 3,204,701 
Income applicable to minority stockholders . . . ... 869,477 2,203,684 
572,329,615 575,184,191 4 
27,147,032 20,861,779 
4 
Equity in earnings of Grace National Bank—Notel. ... . 1,356,447 1,755,578 
NETCINGOME 0 is Ts, a)... ee) tee atoea hs $ 28,503,479 $ 22,617,357 


*Certain figures have been restated for 


Statements of Consolidated Capital Surplus and Retained Earnings 


1963 1962* 
CONSOLIDATED CAPITAL SURPLUS 
Balance at beginning of year — Note 1 . $ 92,826,313 $ 77,143,384 
Excess of par or stated value of capital stock of Poncnanise 
acquired in poolings of interests transactions over the par 
value of the oe 's shares issued in exchange therefor — 
Note 1 2 Detiaifericns gtr eters ne ete _ 1,049,689 
92,826,313 78,193,073 
Excess over par value of common stock issued upon : 
Payment of stock dividend 8,452,867 7,697,536 
Exercise of stock options . . 2,778,082 2,014,983 
Conversion of subordinate debentures. Raa ares 5,505,734 9,763,619 
Two-for-one stock split Re abe — (5,131,386) 
Other ee oe Rae 538,354 288,488 
Balance at end of year . $110,101,350 $ 92,826,313 
CONSOLIDATED RETAINED EARNINGS 
Balance at beginning of year — Notel . $184,233,450 $179,879,348 
Consolidated net income . 28,503,479 22,617,357 
212,736,929 202,496,705 
U.S. and foreign taxes on income arising from payment of 
extraordinary dividends by foreign subsidiaries — Note 6 5,200,000 — 
Dividends paid: 
W. R. Grace & Co. 
Cash 
Preferred . 928,664 928,664 
Common ($. 97% per share in 1963; ‘g. 8734 in 1962) | 11,215,983 9,028,993 
Common stock (2%) . ; 8,672,308 7,796,795 
Acquired companies—prior to combination with fhe Company 62,159 508,803 
Balance at end of year $186,657,815 $184,233,450 


Retained earnings include: (a) $58,278,709 (1962 — 
$56,686,983) of the retained earnings of Grace Line 
Inc., a wholly-owned subsidiary, deemed not available 
for dividends since it is related to special funds under 
joint control with the U.S. Maritime Administration or 
invested therefrom in subsidized vessels; (b) $7,286,882 
(1962 — $6,462,388) set aside by foreign subsidiaries, 
principally as required by statute; (c) approximately 


comparative purposes — See Note 1. 
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$11,300,000 (1962—$10,500,000) which has been trans- 
ferred to capital stock accounts on the books of sub- 
sidiary companies. 

Parent company unappropriated retained earnings at 
December 31, 1963 amounted to $52,164,866 (1962 — 
$44,352,996). Of these retained earnings $33,100,000 
were free of the restriction on payment of cash divi- 
dends imposed by the loan agreements with institutional 
investors. 


CONSOLIDATED BALANCE SHEET 


ASSETS 


CURRENT ASSETS 


Cash . 


U.S. Government and other marketable securities, at cost 
(approximate market value), including $2,880,000 
(1962 — $2,306,000) deposited as collateral 


Notes and accounts receivable, less reserves of $4,479,540 
(1962—$4,021,482) 


Inventories — Note 2 
Prepaid expenses 
TOTAL CURRENT ASSETS 


SPECIAL FUNDS AND DEPOSITS — Note 3 


OTHER ASSETS 


Investment in Grace National Bank — Note1 . 


Investments in and advances to unconsolidated subsidiaries and 
50% owned companies, at cost — Note 1 . 


Investment in Texas Gulf Producing Company, at cost — Note 1 
(market value $10,692,250) 


Long-term receivables (including $10,000,000 due from 
International Paper Overseas Limited in 1965) 


Miscellaneous investments, at cost or less, and other assets 
(including investment in Federation Chemicals Limited of 
$9,632,751; 1962 — $245,751 — Note 9) . 


TOTAL OTHER ASSETS . 


PROPERTIES AND EQUIPMENT, at cost less accumulated depreciation 
and depletion of $226,272,802 (1962 — $258,004,423) — Note 5 


DECEMBER 31 


1963 1962* 
$ 41,842,364 $ 32,982,744 
7,414,950 15,274,868 
119,071,736 109,411,793 
116,009,357 113,147,232 
5,061,974 5,145,867 
289,400,381 275,962,504 
48,205,617 59,280,667 
17,613,563 16,449,628 
11,288,057 11,685,797 
6,737,874 6,737,874 
15,666,270 14,121,192 
29,917,637 16,921,892 
81,223,401 65,916,383 
304,488,122 340,928,192 
$723,317,521 $742,087,746 


*Certain figures have been restated for 
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W. R. GRACE & CO. and Subsidiary Companies 


LIABILITIES 


CURRENT LIABILITIES 


Loans payable— Note 7 . 
Accounts and acceptances payable . 
U.S. and foreign taxes on income — Note 6. 


Other current liabilities . Se Cats 
TOTAL CURRENT LIABILITIES . 


DEFERRED TAXES ON INCOME —Note 6 . 


FOREIGN SociAL LAW OBLIGATIONS AND OTHER 
NON-CURRENT LIABILITIES 


DEFERRED INCOME . 


LONG-TERM DEBT — Note 7 


EQUITY OF MINORITY STOCKHOLDERS IN CONSOLIDATED SUBSIDIARIES 


STOCKHOLDERS’ EQUITY 


CAPITAL STOCK — Note 8 


Preferred stock outstanding . 3 
Common stock issued —$1.00 par. . . . 


CAPITAL SURPLUS, per accompanying statement . 
RETAINED EARNINGS, per accompanying statement . 


Less: Common stock held for options, at cost — Note 8 . 


comparative purposes — See Note 1. 
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DECEMBER 31 


1963 


$ 40,976,732 
76,434,770 
12,744,752 


15,367,862 


145,524,116 


15,470,690 


20,833,448 
4,138,271 


201,192,697 


15,173,866 


402,333,088 


12,608,300 
11,812,923 


110,101,350 


186,657,815 


321,180,388 
195,955 


320,984,433 


$723,317,521 


1962* 


$ 28,639,403 
72,508,920 
12,926,287 


14,980,256 


129,054,866 


19,332,221 


18,529,898 
4,110,530 


233,944,468 


36,840,669 
441,812,652 


12,608,300 
11,176,427 


92,826,313 


184,233,450 


300,844,490 
569,396 


300,275,094 
$742,087,746 


NOTES TO FINANCIAL STATEMENTS 


NOTE 1— PRINCIPLES OF CONSOLIDATION: 


The consolidated financial statements include the ac- 
counts of W. R. Grace & Co. and all majority owned and 
controlled domestic and foreign subsidiary companies, other 
than Grace National Bank of New York. In the Consolidated 
Balance Sheet the investment in the Bank is carried at the 
Company’s equity (80%) in the underlying net assets and the 
Statement of Consolidated Income includes the Company’s 
equity in the earnings for the year. 

In 1963 the Company acquired the assets and businesses 
of Dawbarn Brothers, Incorporated, Zonolite Company and 
Raney Catalyst Company, Inc. in exchange for shares of 
its common stock. For accounting purposes these transac- 
tions have been treated as poolings of interests. Accordingly, 
the Statement of Consolidated Income includes the results 
of operations of these companies for the entire year and 
the comparative financial statements for 1962 have been 
restated to include the accounts of these companies. 

The Libyan oil joint venture commenced production in 1963. 
The Company’s share of the project’s assets and liabilities 
which were previously shown as an investment have been 
included in the Consolidated Balance Sheet and the Company’s 
share of the operations of the project have been included in 
the Statement of Consolidated Income. For comparative 
purposes the amounts applicable to the Libyan operations for 
1962 have been reclassified. 

The 1962 Consolidated Balance Sheet has also been restated 
to include the accounts of C. J. Van Houten & Zoon N. V. and 
ene companies which were acquired in December 

In April 1963, stockholders of Cosden Petroleum Cor- 
poration (in which the Company had a 52% interest) ap- 
proved the sale as of January 1, 1963 of substantially all of 
Cosden’s assets and subsequent liquidation of that company. 
In accordance with a plan of commie liquidation, two liqui- 
dating distributions were received by the Company during the 
year and further distributions are anticipated. (The amount 
by which the Company’s investment cost exceeds the distribu- 
tions already received has been included in miscellaneous 
investments in the Consolidated Balance Sheet.) 

During 1963, the Company sold its 70% interest in Tejidos 
Caupolican S. A. and its 46% interest in Sociedad Fabrica de 
Panos Bellavista-Tome, two Chilean textile companies. The 
loss on the sale of these investments has been included in net 
gain (loss) on disposition of properties and investments in 
the Statement of Consolidated Income. 

The Company’s equity in the aggregate net earnings of its 
50% owned companies (Gulf and South American Steamship 
Co., Inc., Pan American-Grace Airways, Inc. and Productora 
de Papeles S. A.) for 1963 exceeded dividends received from 
those companies by $1,811,584. The Company’s equity 
($20,170,122) in the net assets as shown by the financial 
statements of those companies at December 31, 1963 ex- 
ceeded the cost of its investments in the companies by 
$13,945,206. 

The assets and liabilities of the Company’s foreign sub- 
sidiaries have been translated into United States dollars 
at year-end rates of exchange, except that fixed assets (and 
related depreciation) and certain imported inventories have 
been translated at rates prevating at dates of acquisition. 
Income and expenses (other than depreciation) have been 
translated at rates prevailing during the year. 

Pending stockholders’ approval at a meeting scheduled for 
March 11, 1964 the Board of Directors of Texas Gulf Pro- 
ducing Company has approved the sale of that company’s 
assets and business to Sinclair Oil Company. If the sale is 
approved the Company expects to realize an after-tax gain 
on disposition of its investment of approximately $3,250,000. 


NOTE 2— INVENTORIES: 


The inventories included in the balance sheet are sum- 
marized by major classes as follows: 


Raw and packaging materials . . . $ 25,775,956 


in preeees, a a ak Re se oe 722,430 
Finished products. . . . . . + + = 46,233,527 
General merchandise, commodities, etc. 20,768,063 
Stores and supplies . .....-. 18,509,381 

$116,009,357 


Inventories are stated at the lower of cost or market. 


NOTE 3— SPECIAL FUNDS AND DEPOSITS: 
The following amounts were included under this caption: 


Special funds of Grace Line Inc, (including 
U.S. Government and other marketable 


securities at cost of $30,404,113) . . . $42,691,083 
Other special and guaranty deposits. . . 5,514,534 
$48,205,617 


The Grace Line Inc. special funds are composed of funds 
required under an operating-differential subsidy agreement 
with the U. S. Maritime Administration and escrow funds 
required in connection with financing agreements for the 
construction of specific ships. 

The operating-differential subsidy agreement is referred 
to in Note 4 and requires deposits in the special funds of 
(a) the company’s 50% share of profits in excess of 10% 
of capital necessarily employed in subsidized operations 
(the remaining 50% being subject to recapture), (b) amounts 
equal to depreciation charges on subsidized vessels, to the 
extent earned, and (c) proceeds from insurance, indemnity 
or sale of subsidized vessels. 

The special funds required under the operating-differential 
subsidy agreement may be used to purchase, construct or 
reconstruct vessels and to pay the principal of mortgage 
notes on vessels and under specified conditions may be trans- 
ferred to the general funds of Grace Line Inc. 


NOTE 4— OPERATING-DIFFERENTIAL SUBSIDY AND 
RECAPTURE: 

Grace Line Inc. operates under an operating-differential 
subsidy agreement expiring December 31, 1977 covering 
all of the company’s regular routes. 

Under the agreement Grace Line Inc. is entitled to a sub- 
sidy representing the excess of certain of its costs over 
similar costs incurred by foreign-flag competitors. The sub- 
sidy is subject to recapture by the U. S. to the extent of 
50% of the amount by which earnings from subsidized opera- 
tions in each ten-year period exceed 10% of the capital 
necessarily employed in such operations. Any recapture is 
withheld by the U. S. from the subsidy receivable. At De- 
cember 31, 1963, subsidy (less recapture) of $11,453,337 was 
estimated to be receivable, based in part on tentative rates 
not yet approved by the U. S. Maritime Administration. Net 
subsidy of $18,039,828 has been deducted from costs and 
operating expenses in the Statement of Consolidated Income. 


NOTE 5— PROPERTIES AND EQUIPMENT: 

The properties and equipment and related reserves in- 
singe in the balance sheet are summarized by major classes 
as follows: 


Gross Depreciation 
Book Value & Depletion 
Tass jc. Fae esthac, 6 $ 19,543,914 $ 2,499,625 
Producing and undeveloped 
oil properties . .. .- 8,973,743 185,667 


Buildings. . . . . «> 94,057,225 40,639,634 
Machinery, equipment, etc, 278,393,739 141,783,929 
Vessels and marine 

property . .. . . . 106,072,241 41,263,947 
Projects under construction 28,720,062 = 


$580,760,924 $226,272,802 


NOTE 6— U.S. AND FOREIGN TAXES ON INCOME: 

The Internal Revenue Service has not completed exami- 
nations of the U. S. consolidated income tax returns of the 
Company and its domestic subsidiaries for 1951 and sub- 
sequent years. Examinations of tax returns in foreign coun- 
tries have in some cases not been completed for the most 
recent years. It is believed, however, that provisions made 
in 1963 and earlier years are adequate. 

In 1963 certain of the Company’s Latin American consoli- 
dated subsidiaries, in addition to their normal dividends, paid 
extraordinary dividends from accumulated retained earnings 
which previously had been held for reinvestment in the busi- 
ness. Since related foreign and additional U.S. taxes were 
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material in amount and are not related to operations of recent 
years, they have been charged to retained earnings. Similar 
taxes might be payable if remaining undistributed earnings 
of foreign subsidiaries were to be paid out as dividends, but 
such taxes, if any, have not been fully reserved for since a 
substantial portion of such earnings has been or will be rein- 
vested and consequently will not be paid out as dividends. 

Depreciation is generally computed on the straight-line 
method over the peamteds useful lives of the assets. For 
income tax purposes only, depreciation is computed on ac- 
celerated bases permitted by the Internal Revenue Code. 
The excess depreciation taken for tax purposes over deprecia- 
tion as recorded on the Company’s books has resulted in a 
tax deferral of $2,308,000 in 1963, which has been included 
in the income taxes charged against earnings and credited to 
deferred taxes on income. No effect has been given to any 
saving which would result from the application of the lower 
income tax rates provided in the 1964 Revenue Act to that 
portion of the deferred taxes which results from the use of 
the accelerated bases of depreciation for tax purposes. 

The application of the investment credit permitted under 
the provisions of the 1962 Revenue Act has reduced the 1963 
tax provision by $2,807,000. The deferred tax of $550,000 
relating to the Company’s 1962 investment credit has been 
credited to income tax expense since under the terms of the 
1964 Revenue Act it is no longer required. 


NOTE 7— LONG-TERM DEBT: 


At December 31, 1963, long-term debt (excluding $15,200,- 
183 representing that portion payable in one year which 
is included in current liabilities under loans payable) con- 
sisted of the following: 


W. R. GRACE & CO. 
5% notes payable to institutional investors, 


due 1965-1990 oS he ae $106,889,000 
5% 9% notes payable to institutional inves- 
tors, due 1965-1990 ....... 28,889,000 
3%% subordinate debentures, redeemable, 
convertible into common stock (as ad- 
justed February 14, 1964—4.27942 shares 
prior to May 15, 1965 and 4.05418 shares 
thereafter) and with sinking fund pay- 
ments required from 1966-1974—due May 
SO ae Dieses cleat! Mist sees, nel ad ae 10,814,000 
4% bank loan—due 1965 ..... 7,000,000 
Sundry indebtedness. . . . .. 2... 965,118 
$154,557,118 
SUBSIDIARY COMPANIES 
Grace Line Inc.* 
4.20%-4.25% U. S. Government Insured 
Merchant Marine Bonds—sinking fund 
payments due 1964-1978 . . . . . . 15,930,000 
4.20% U.S. Government Insured Merchant 
Marine Bonds—sinking fund payments 
GA AOGE-LOR Tio. vst nie ice Ne, ca Mee, Shoe 26,880,000 
342% mortgage notes payable to U. S. 
Maritime Administration—due 1964 . 42,200 
Sundry indebtedness . . . . F ‘ 358,280 
Other Subsidiaries . . ... 3,425,099 
$201,192,697 


*Except for sundry indebtedness, all amounts are payable from Grace Line 
Inc, special funds and deposits and include portion maturing in 1964, 


NOTE 8— CAPITAL STOCK: 
The ac net cred stock (of $100 par) issued and outstanding 
is listed below: 


Shares 
Author- Shares 
ized . 


ize in Outstanding 
and Issued Treasury Shares Par Value 
6% Cumulative . . . 40,000 — 40,000 $ 4,000,000 
8% Cumulative 

ClassA . .. . . 50,000 1,868 48,132 4,813,200 
8% Noncumulative 

ClasB ... . . 40,000 2,049 37,951 3,795,100 

$12,608,300 


Under the Company’s Certificate of Incorporation the 
authorized common stock of the Company is 18,000,000 
shares. Changes in the common stock during the year are 
summarized below: 


—Shores_ 


Balance, December 31, 1962 (as adjusted for 

poolings of interests—Note1). . . . . 11,176,427 
Common stock issued: 

Upon payment of common stock 


Aivadend (LPG )ini hse hiwen Pe ors 219,441 
Upon conversion of subordinate debentures 236,274 
Upon exercise of stock options . . . . . 154,255 
Upon acquisition of Southwest Fertilizer 

Chemical Co. of El Paso, Inc. and its 

affiliated sales companies ek ee 18,594 
Under terms of Hatco Chemical Company 

acquisition agreement . ...... 7,932 

Balance, December 31,1968 . . . . . . . 11,812,923 


As part of the purchase price of Southwest Fertilizer & 
Chemical Co. of El Paso, Inc. and its affiliated sales com- 
panies, the acquisition agreement provides for an additional 
payment in stock in 1966, the amount to be determined in 
accordance with a prescribed formula. 

The shares and per share prices discussed in the remainder 
of this note have been adjusted where appropriate to reflect 
the 2% stock dividend paid in 1963. 

Of the unissued common stock, 773,541 shares were re- 
served for conversion of the subordinate debentures and 
exercise of stock options. The Company also owned and held 
22,045 issued shares of common stock for exercise of options. 

At the beginning of 1963 options were outstanding for 
the purchase of 407,973 shares of common stock and 6,570 
shares were available for granting of additional options. 
In May 1963 the stockholders of the Company approved a 
new stock option plan under which stock options may be 
granted to key employees of the Company or its subsidiaries 
to purchase an aggregate of 400,000 shares of the Company’s 
common stock. The purchase price, payable in cash upon 
the purchase of shares subject to option, will be based on 
100% of the fair market value per share of the Company’s 
common stock on the date of the granting of the option. 

During 1963 options for 128,004 shares were granted at 
an average option price of $45.07 (of which 5,304 shares were 
priced at not less than 95% of market and 122,700 shares 
were at 100% of market on the respective dates of grant). 
In addition, the Company granted options to former em- 
ployees of Zonolite Company covering 13,616 shares of the 
common stock of the Company at prices ranging from 
$17.69 to $23.34 per share and to former employees of 
Dawbarn Brothers, Incorporated, covering 1,092 shares at 
a price of $19.58 per share in substitution for options pre- 
viously granted to these employees by their respective com- 
panies. During the year 201,777 shares were exercised at an 
average option price of $17.21 and options for 4,191 shares 
terminated. At the end of the year options were outstanding 
for 344,717 shares at prices ranging from $15.08 to $45.38 per 
share or an average of $30.20, options for 4,800 shares were 
exercisable and 281,042 shares were available for granting of 
additional options. 

On January 2, 1964 the Board of Directors declared a 
2% stock dividend and 236,392 shares will be issued on 
March 17, 1964 to stockholders of record at the close of 
business February 14, 1964. A charge to retained earnings 
was made in the amount of $11,559,569 based on the adjusted 
market value per share as of the last business day prior 
to the date the dividend was declared and credits were 
made to capital stock and capital surplus of $236,392 and 
$11,323,177 respectively. In addition 29,608 shares were 
reserved pursuant to anti-dilution provisions for the increase 
in shares that might be purchased under options granted 
and to be granted by the Company and for conversions of 
debentures. 

On or before April 1, 1964 the Company is scheduled to 
exchange approximately 1,400,000 shares of its common stock 
for the assets and business of DuBois Chemicals, Inc. pur- 
suant to an agreement with DuBois dated November 13, 1963. 
The stockholders of DuBois approved the exchange in De- 
cember 1963 but certain litigation relating thereto is pending. 


NOTES (CONTINUED) 


NOTE 9— COMMITMENTS AND CONTINGENT 
LIABILITIES: 


Under the operating-differential subsidy agreement re- 
ferred to in Note 4, Grace Line Inc. has agreed to award 
contracts to complete the replacement of its fleet by 1966 
if certain conditions of economic feasibility are met. The 
ultimate cost of the program is not presently determinable. 
In connection with this program Grace Line Inc. has con- 
struction contracts, and also construction-differential sub- 
sidy agreements with the U. S. Maritime Administration for 
four new cargo-passenger ships and six new cargo ships. 
Three of the cargo-passenger ships were delivered in 1963 
and the fourth is scheduled to enter service in March 1964. 
The cost to Grace Line Inc. of these four vessels is estimated 
at $38,900,000 of which approximately $37,559,248 had been 
expended or accrued at December 31, 1963. The cost is being 
financed from Grace Line’s special funds and by $28,000,000 
of U. S. Government Insured Merchant Marine Bonds which 
were issued in December 1962. The cost to Grace Line Inc. of 
the six cargo ships is estimated at $36,800,000 which will 
also be financed from Grace Line’s special funds and by ship 
mortgage bonds. These vessels are scheduled to enter service 
in 1965-1967. 

In connection with the expansion of the production facili- 
ties of Federation Chemicals Limited (FCL), in which W. R. 
Grace & Co. had a 49% interest, the Company has purchased, 
for $10,000,000, all of a Class A non-voting stock of FCL 
and has entered into long-term agreements which provide 
that (1) the Company will purchase, at a set price, all of the 
ammonia produced by FCL in excess of FCL’s requirements; 
(2) in addition to its outstanding guarantee of bank loans 
amounting to $3,000,000, the Company will under certain con- 
ditions, advance cash to enable FCL to meet repayments 
required under its long-term notes of which $21,000,000 is 
outstanding and (3) the Company will provide management 
and technical assistance. The Company has agreed with the 
present holders of 34% of the outstanding common stock of 
FCL that, on December 1, 1964, the Company will exchange 
approximately 31,600 shares of the Company’s common stock 
for their holdings. In addition, subject to the occurrence of 
certain conditions, the Company can exercise an option to 
acquire shares Spe an additional 17% interest prior 
to December 31, 1967. The Company has entered into a 
twenty-year charter arrangement for two specially con- 
structed tankers to transport the ammonia purchased under 
the terms of the agreement with FCL. In addition, a plant 
for the conversion of the ammonia has been constructed in 
North Carolina and is being leased for twenty years by a 
majority-owned subsidiary of the Company. The annual 
rental under the charter and the lease is approximately 
$2,400,000. 

There are several domestic pension plans presently in 
effect. In 1959 the Board of Directors authorized a revised 
pension program, effective as of July 1, 1959, subject to the 
approval of the Internal Revenue Service. Approval of the 
Internal Revenue Service was received on August 27, 1963. 
The aggregate domestic pension cost in 1963 was $2,725,000. 
The unfunded amount of past service benefits which are 
being provided for by payments to trustees over a period 
of years, at December 31, 1963 was estimated to be $6,531,- 
000. Pension payments are made to employees of the Latin 
American subsidiaries in accordance with the social laws 
of those countries in which operations are conducted. The 
cost of these plans has not been actuarially determined and, 
generally, such foreign subsidiaries charge the cost of pen- 
sions to income as payments are made. 

There are various lawsuits, claims, commitments and con- 
tingent liabilities but they are not expected to have any 
material adverse effect on the consolidated financial position 
or results of operations. 

Developments with regard to the sale of the Company’s 
50% interest in Pan American-Grace Airways, Inc. are set 
forth on page 13. 


Opinion of 
Independent 
Accountants 


PRICE WATERHOUSE & Co. 
60 BROAD STREET 
NEW YORK 10004 


To the Stockholders of W. R. Grace & Co. 


In our opinion, the accompanying statements pre- 
sent fairly the financial position of W. R. Grace & 
Co. and its consolidated subsidiary companies at 
December 31, 1963 and the results of their opera- 
tions for the year, in conformity with generally 
accepted accounting principles applied on a basis 
consistent with that of the preceding year. Our 
examination of these statements was made in 
accordance with generally accepted auditing 
standards and accordingly included such tests of 
the accounting records and such other auditing 
procedures as we considered necessary in the cir- 
cumstances. 
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NET SALES 


AND 


REVENUES 


($-Millions) 


NET FIXED 


ASSETS 


($-Millions) 


CAPITAL 


EXPENDITURES 


South U.S. 
Chemical American Export/ 
Group Cosden Steamship Group Import Other 
—: 
$ % $ % $  % $ % $ % $  % 
1954 131 32 -_- — 65 15 106 «26 85 21 26 «6 
Ee 
1955 | 145 34 —_ — 66 16 111 26 78 18 27 «6 
1956 156 36 —_- — 70 «16 102 28 8 19 25 «6 
— 
1957 167 36 _- — 84 «18 119 26 67 15 23° =«5 
= | Toca 
1958 170 «39 _- — 78 «18 116 27 aT at 23°~«* 
— 
1959 210 44 _- — 74 15 108 = =23 62 13 230=«+5 
1960 229. 41 75 14 69 12 lll 021 63 11 6 1 
a —+ —— 
1961 252 47 82 15 66 13 100 +19 33 6 2— 
1962 323 «55 85 «15 71 12 92 15 18 3 2— 
1963 359 «60 _-_ — 75 12 106 «18 22 4 35 «6 597 
South 
Chemical American 
Group Cosden Steamship Group Other 
= = 
$ % $ % $ %o $ To $ % 
ft 
1954 71 54 _-_- — 20 16 26 19 14 ll 
1955 76 55 _- — 20 14 28 20 yt emee be 
1956 94 57 _- — 20 12 33 20 ny fou lk 
1957 108 «52 = _ 44 21 37 18 19 «(69 
— —_ 
1958 109 «49 -_-_ — 52 23 43 20 18 8 
1959 11349 _- a i 52 22 49 21 19 8 2 
+—— Pesce 
1960 125 45 65 24 46 17 33 12 6 2 
1961 140 «47 64 21 50 «(17 37 13 6 2 297 
$$} a | ————— 
1962 161 47 62 18 63 18 40 12 1 5 a! 
1963 171 =—56 _- — 72 «24 45 15 16 5 
2" a | 


The following table compares capital expenditures for 1963 and 1962 
and includes the total net fixed assets of companies acquired. 


Chemical Group 
Cosdeennae inns 5 6 
South American Group . 
Ocean Transportation 


Other. . . 
Total 


1963 
$33,600,000 
9,500,000 
15,500,000 
3,100,000 
$61,700,000 


1962 
$31,200,000 
6,800,000 
7,000,000 
16,500,000 


100,000 
$61,600,000 


TEN YEAR FINANCIAL SUMMARY 


EARNINGS STATISTICS @)(in THOUSANDS EXCEPT AMOUNTS PER SHARE) 


Earnings Before 
Net Sales and Depreciation 
Operating and U.S. and U.S. and Foreign 
Year Revenues Foreign Taxes Depreciation Income Taxes Net Earnings 
1954 $413,402 $38,195 $11,527 $11,311 $15,357 
1955 427,066 46,268 14,128 12,802 19,338 
1956 438,137 47,518 14,287 12,775 20,456 
1957 459,728 44,174 17,621 10,200 16,353 
oe 
1958 | oo 434,234 40,178 20,718 8,465 10,995 
1959 476,790 50,588 21,925 12,197 16,466 
1960 552,871 54,281 28,201 9,860 16,220 
1961 534,699 61,108 29,218 13,060 18,830 
1962 (4) 591,532 72,901 31,500 18,784 22,617 
1963(1)(4) 596,790 70,601 27,766 14,332 28,503 
fe aa || . 
BALANCE SHEET STATISTICS ®@) att potars IN THOUSANDS EXCEPT AMOUNTS PER SHARE) 
Fixed Assets 
Net Working Long-Term 
Dec. 31 Capital Gross Net Gross Additions Debt 
1954 $112,206 $226,533 $130,777 $ 32,152 $ 83,109 
129,845 245,495 138,568 23,618 95,250 
bee — eee eee ee 
1956 108,138 281,056 163,889 41,400 91,161 
- 4 1957 120,632 337,004 207,546 63,674 126,869 
1958 130,295 362,602 221,932 41,416 163,503 
1959 138,136 392,138 232,735 35,315 163,710 
1960 133,052 475,107 275,332 140,952 194,501 
1961 136,093 512,923 297,104 55,897 203,485 
1962(4) 146,908 598,933 340,928 93,010 233,944 
1963(1)(4) 143,876 530,761 304,488 61,918 201,193 
(1) Cosden Petroleum Corporation (Grace’s interest sold as at January 1, 1963) not 
included in 1963 as it was in 1960, 1961 and 1962. Cosden’s 1962 sales, for example, 
were $85,601,000, net working capital $11,769,000 and net fixed assets $61,488,000. 
(2) Total Net Earnings, Earnings Per Share, Common Stock and Surplus, and Book 30 
Value per Share include equity in Grace National Bank. 


NET FIXED 
ASSETS 


(THOUSANDS OF DOLLARS) 


111,034 


304,488 


UP 174% 


Net Earnings After 
Preferred Dividends 


SALES & OPERATING 
REVENUES 


Average Number 


NUMBER OF 
STOCKHOLDERS 


Dividends on 
Common Stock 


Per of Common Shares Per 
Total | Share(3) Outstanding Total Share (3) Year 
$14,397 $1.65 8,718 | $ 6,473 | $ .79 1954 | 
18,378 = - 1.97 9,336 8,473 aE 1955 
19,519 2.07 9,440 | 9,828 | 1.04 1956 
15,424 1.59 9,694 | 10,541 1.09 1957 1 
10,066 | 1.03 9,726 | 9,693 1.00 1958 
15,538 154 10,07 7,343 74 1959 
15,292 1.51 10,102 | 7,580 = “75 1960 
17,901 1.76 10,162 7,779 LW 4 1961 
21,689 1.97 11,030 9,261 86 1962(4) | 
27,575 2.38 11,610 11,278 98 1963(1)(4) 
7 + 
Number of 
Common Stock Book Value Common 
Minority Interest Preferred Stock and Surplus per Share (3) Stockholders Dec. 31 
$12,860 $13,000 $184,948 $20.33 13,697 1954 
12,470 13,000 200,735 21.22 16,623 1955 
12,247 12,608 22.32 21,178 1956 
12,070 12,608 22.78 24,539 1957 
6,888 12,608 22.75 | 28,052 1958 | 
7,305 12,608 i 23.03 30,052 1959 
28,947 12,608 240,253 23.67 31,306 1960 
30,234 12,608 254,444 | 24,62 27,814 1961 
36,841 12,608 288,236 25.39 l 30,919 1962 (4) 
—_—— = 
15,174 12,608 308,572 | 26.15 31,735 1963 (1)(4) 
(3) Per share figures have been adjusted to reflect two-for-one stock split in 1962 and 2% 
stock dividends paid on common stock each year from 1959 through 1963. 
31 (4) Includes companies acquired in 1963 in poolings of interests transactions. The aggre- 


gate amount of cash dividends on common stock includes the dividends paid by those 
companies while the per share amount represents the rate paid by the Company only. 
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Poa se 


CHEMICAL GROUP 


CRYOVAC DIVISION 
Duncan, South Carolina 
Plastic packaging materials 
and systems 

Bradley Dewey, Jr., President 


Manning C. Morrill, 
Executive Vice President 


DAVISON CHEMICAL DIVISION 
Baltimore, Maryland 


Petroleum cracking catalysts 
Silica gel drying agents 

Mixed fertilizers 

Phosphates and superphosphates 


William E. McGuirk, Jr., President 


Robert D. Goodall, 
Executive Vice President 


NUCLEAR FUEL SERVICEs, INC. 
Washington, D.C. 

Nuclear fuel materials 

T. C. Runion, President 


DEWEY AND ALMY 
CHEMICAL DIVISION 
Cambridge, Massachusetts 


Container sealing compounds 
Construction chemicals 
Battery separators and gaskets 


George W. Blackwood, President 


William L. Taggart, 
Executive Vice President 


ZONOLITE DIVISION 
Chicago, Illinois 
Vermiculite 


J. A, Kelley, General Manager 


Hatco CHEMICAL DIVISION 
Fords, New Jersey 


Plasticizers + Phthalic anhydride 
Synthetic jet engine lubricants 


Alex Kaufman, President 


NITROGEN PRODUCTS DIVISION 
New York, New York 
Anhydrous ammonia * Urea 


William J. Haude, President 


CAROLINA NITROGEN CORPORATION 
Wilmington, North Carolina 


Ammoniating solutions 
Ammonium nitrate 
Calcium ammonium nitrate 


W. Mercer Rowe, President 


OVERSEAS CHEMICAL DIVISION 
Cambridge, Massachusetts 


Grace chemical products 
overseas with 22 plants 


Henry L. Gilbert, President 
Carl N. Graf, Vice President 


POLYMER CHEMICALS 
DIVISION 
Clifton, New Jersey 


High density polyethylenes 
and other thermoplastic resins 


T. T. Miller, President 
E. E. Winne, Vice President 


DAWBARN DIVISION 
Waynesboro, Virginia 
Plastic monofilaments and yarns 


H. D. Dawbarn, President 


RESEARCH DIVISION 
Clarksville, Maryland 
Basic and applied research 


Thomas G. Gibian, President 


OC PSE kr AL a, 


IN G Ot eos 


SOUTH AMERICAN GROUP 


Chemicals + Food processing 
Sugar and sugar by-products 
Paper and paper converting 
Paints + Commercial activities 


John C. Duncan 
Group Executive 


Philip C. Walsh 
Deputy Group Executive 
DIVISION MANAGERS 


H. Becker-Fluegel..Ore and Mining 
Antonio Dutriz .....Central America 


Albert Meister Bolivia 
Galo Morales ..Peru 
H, A. M. Pearson Colombia 


Jorge Raby ...... Chile 
Robert Stratton Ecuador 


GRACE LINE INC. 


Passenger and freight service to the 
Caribbean, and Pacific Coasts of 
Central and South America. 


W. J. MeNeil, President 


GRACE NATIONAL BANK 
OF NEW YORK 


Commercial and personal banking 
services both domestic and foreign 


Ralph S. Stillman, President 


LIBYA 


Petroleum production 
and exploration 


EUROPEAN FOOD 


C. J. VAN Houten & Zoon, N.V. 
Weesp, Holland 


URNEY CHOCOLATES, LTD. 
Dublin, Ireland 


CHOCOLATERIE MODELE, S.A. 
Antwerp, Belgium 
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